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Abstract

This study investigates the effect of differences in the volume and composition of final demand
on interregional employment disparities across 31 provinces of Iran, using regional input-
output data tables. First, regional data tables for the provinces were constructed, after which
the impact of differences in both the volume and composition of final demand relative to the
national average was analyzed. The results show that differences in the volume of final demand
had a positive effect in 8 provinces and a negative effect in 23 provinces. Differences in the
composition of final demand had a positive effect in 19 provinces and a negative effect in 12
provinces. This factor increased employment in Tehran by 3,594,585 people, Khuzestan by
1,526,511 people, and Fars by 847,912 people relative to the national average. The most
positive effects of differences in final demand composition were observed in North Khorasan,
Lorestan, and South Khorasan, where employment exceeded the national average.
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Introduction

Employment and unemployment rates vary considerably across lranian provinces. Some
provinces record higher employment than the national average, while others fall below it. Notably,
unemployment tends to be higher in border provinces. In 2023 (1402 in the Iranian calendar), Zanjan
had the highest employment rate at 47.2%, while Kohgiluyeh and Boyer Ahmad had the lowest at
30% (Statistics Center of Iran, 1402).

Such inter-regional disparities contribute to unbalanced development and create social
challenges, including unequal job opportunities, income inequality, uneven industrial specialization,
and unequal access to resources. Employment inequalities significantly shape a country’s economic
trajectory.

Consequently, employment generation and unemployment reduction are central to
policymakers’ agendas. To design effective strategies, it is essential to identify and analyze the
factors that drive employment. Understanding these drivers enables better planning for economic
growth and balanced regional development.

According to economic theory, multiple factors influence regional employment. Their diversity
across regions explains inter-regional employment differences. For example, Shakri (2015) found
that both the volume and composition of demand affect employment. Since demand composition
varies across provinces, it can significantly impact employment disparities.

This study therefore investigates how differences in the volume and composition of final demand
contribute to employment disparities between 31 provinces and the national average. Specifically,
the study addresses two questions:

(a) To what extent are inter-regional employment differences explained by variations in the
volume of final demand?

(b) To what extent are they explained by differences in the composition of final demand?

To answer these questions, Spatial Structural Decomposition Analysis (SSDA) was applied
using input-output data. This research contributes to the literature as the first study in Iran to
examine how variations in both the volume and composition of final demand affect inter-regional
employment differences.

Methodology

The analytical framework follows Long et al. (2022) and was applied to data from 31 provinces.
Using the AFLQ method, regional input—output tables were constructed based on 2016 data (the
most recent available). A national average table was then generated from these provincial tables.
Finally, employment differences between provinces and the national average were decomposed into
two components: differences in volume of final demand and differences in its composition.

Results and Discussion
Employment differences across provinces can be attributed to two key factors: the volume and
composition of final demand.
e Volume of final demand:
The largest positive effects were observed in Tehran, Khuzestan, and Fars, where
employment exceeded the national average by 3,594,585, 1,526,511, and 847,912
individuals, respectively. These results reflect the higher demand volume in these
provinces, supported by larger investment and export activity. In contrast, the largest
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negative effects were found in North Khorasan (-800,420 individuals), South Khorasan (-
726,998 individuals), and Kurdistan (-771,547 individuals).
e  Composition of final demand:

The greatest positive effects were observed in North Khorasan (+121,503), Lorestan
(+121,454), and South Khorasan (+100,978). These provinces benefited from sectoral
demand structures that generated more employment relative to the national average.
Conversely, Khuzestan, Alborz, and Isfahan experienced the largest negative effects, with
employment levels 653,945, 519,669, and 181,293 below the national average,
respectively.

Conclusion

This study finds that differences in the volume of final demand were positive in 8 provinces and
negative in 23, reflecting unequal distribution of investment and export-oriented demand. For
policymakers aiming to boost regional employment, targeted investment in high-demand sectors can
yield significant gains.

Differences in final demand composition were negative in 12 provinces. Strengthening
production in priority sectors where provincial shares fall below the national average could enhance
employment. Regional policymakers should therefore design strategies to channel investment
toward sectors with the highest employment potential, based on local demand structures.

Overall, final demand exceeded the regional average in only 19 provinces, highlighting
substantial inequality and concentration in just 9 provinces. To achieve more balanced regional
development, policymakers should prioritize demand equalization strategies, including increasing
government spending in provinces with weaker final demand.
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